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West Michigan Stock Returns
Gregg Dimkoff, Ph.D., Professor of Finance
Seidman College of Business
Index Rises, But Local Stocks Sting Investors
On average, investors in stocks of West Michigan-based
companies lost money in 2007. Three out of four companies
saw their stock prices decline. Interestingly, prices of only
three of the fourteen stocks comprising the Index rose, while
the others fell, often substantially. How does the Index rise
by almost 7% when three-quarters of the component stocks
fall, and nearly half of them fell more than 30%? It’s because
the Index is weighted by the number of shares outstanding of
each company. Perrigo, Gentex, and Spartan Stores, the three
companies rising during 2007, account for nearly 42% of all
outstanding shares among West Michigan-based companies.
In contrast, the five banks together account for only 7.5% of
outstanding shares. As a consequence, even though bank stock
prices were decimated in 2007, their impact on the Index was
relatively small. The same weighting methodology is also used
by both the S&P 500 and NASDAQ Composite Indexes.
Table 1

Stock Market Returns
2007

2006

2005

West Michigan Index

+ 6.7%

5.5%

4.5

Dow Jones Industrial Average

+ 6.4

16.3

- 0.1

S&P 500 Index

+ 3.5

13.6

3.0

NASDAQ Composite Index

+ 9.8

9.5

1.1

The West Michigan Index consists of 14 publicly-traded companies headquartered in West Michigan.
Each company’s return is weighted by the number of shares of common stock outstanding, the same
procedure used in the S&P 500 Index and the NASDAQ Composite Index. In contrast, the DJIA’s Index
uses a simple unweighted average return.

The stocks of the other West Michigan companies have been
affected by problems unique to their industries. In fact, the
worst performing industries in the U.S. last year were housing,
auto manufacturing, and as a consequence, banking. West
Michigan firms are concentrated in these industries, and
therein lies the heart of the problem.
Table 2 on page 10, shows the 2007 performance of individual
West Michigan stocks listed from best to worst.
The best performing West Michigan-based stock during
2007 was Perrigo. And what a year it was. The company’s
stock soared to its highest price in more than 10 years in
December after the FDA approved its generic version of
Prilosec OTC. This was icing on the cake after earnings
had already increased more than 60% during the first
nine months. Investors also have been impressed with the
company’s’ new CEO who is expected to more aggressively
pursue new generic over-the-counter products.

Gentex also ended the year with a higher price. Net income
was 16% higher for the first three quarters of 2007 reflecting
a double-digit increase in sales of automotive auto-dimming
mirrors. As an encore, Spartan Stores tacked on a 9% stock
price increase to 2006’s rise of 101%. The company continues
to grow quickly, with both revenue and net income up sharply.
The performance of West Michigan banks, measured both
by earnings growth and stock price, has been a mainstay of
the West Michigan Stock Index over the past two decades.
Increases in bank stock prices have padded the portfolios of
many West Michigan investors year after year. Bank stock
prices came crashing down in 2007, however.
Earnings of local banks tanked right along with Michigan’s
economy. Unlike much of the U.S.— where banks are hurting
mostly because of the sub-prime mortgage collapse— local
banks are being pounded by the collapse of the housing
industry brought about by poor economic conditions. Loans
to many real estate developers have defaulted as demand
has dried up for housing, making it impossible for the many
developers to repay their loans. Michigan’s recession has also
reduced the demand for quality commercial loans. The result
is uncharacteristically high loan losses, lack of loan demand,
and huge losses. Because there is no sign of a quick reversal,
stockholders have pounded down local bank stock prices from
5% (OAK Financial) to 62% (Independent Bank), wiping out
several years of gains.
On the positive side, dividend yields on several local banks
range from 7 to 9+%. Yet, when yields are that high, it’s
because investors fear future bank earnings and cash flows
won’t be high enough to maintain the existing dividend levels.
That presents a once in a lifetime opportunity, and risk, to
new investors in bank stocks.
The collapse of the housing industry continues to take its toll
on Universal Forest Products. Lower levels of both new housing
construction and remodeling projects reduced the company’s
profitability by nearly 40% through the first 9 months of 2007.
Its $29.46 price contrasts sharply with its $80 price in May
2006, just before the nation’s housing bubble burst.
Both Steelcase and Herman Miller struggled with earnings
throughout most of 2007. But office furniture orders began
picking up in October, and by mid December, both companies
reported earnings far exceeding stock analysts’ predictions.
The announcement drove up the prices of both companies,
changing stock returns for the year from around -20% each to
-13% for Steelcase and -11% for Herman Miller.
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Meritage Hospitality Group, the nation’s only publicly-traded
Wendy’s and O’Charley’s restaurant franchisee and operator of
53 Wendy’s restaurants, lost $1.1 million on flat sales during
the first three quarters of 2007. That’s not what investors were
expecting, and caused its stock price to be hammered by 54%.

than investors actually earned because the Index is based
on only the surviving firms, and ignores those which have
gone bankrupt. On the other hand, these two companies had
relatively few shares outstanding, so their effect on the Index
would have been negligible.

There’s an old saying that history is written by the survivors.
The same is true with the West Michigan Stock Index. Two
publicly traded firms in the Index in 2006 have disappeared:
Riviera Tool Company and Clarion Technologies. Riviera
was liquidated in bankruptcy proceedings mid-way through
the year, resulting in a 100% loss. Similarly, Clarion’s
stock price fell to less than a penny per share effectively
eliminating it as a stock investment. In finance, this is called
survival bias: The Index showed a slightly higher return

The big question is what lies ahead for 2008. Of course no
one really knows, but that fact doesn’t stop many people
from making a stab. Until it becomes apparent that the
recession in the auto and housing industries is about to end,
the stocks of most West Michigan-based publicly traded
companies won’t rebound quickly, and perhaps not for at
least 1–2 years. That’s bad news for current investors in these
stocks. But for new investors, even a small increase in stock
price could translate into a good return.

Table 2

LOCAL COMPANY RETURNS
1/1/07 through 12/31/07
2007 PRICES
Opening

Closing

(%)

Perrigo

17.30

35.01

+102

Gentex Corporation

15.56

17.77

+ 14

Spartan Stores Inc

20.93

22.85

+ 9

OAK Financial

35.361

33.65

-

5

X-Rite Inc.

12.30

11.62

-

6

Herman Miller, Inc.

36.36

32.39

- 11

Steelcase

18.16

15.87

- 13

Wolverine World Wide

28.52

24.52

- 14

Universal Forest Products

46.62

29.46

- 37

Meritage Hospitality Group

4.72

2.15

- 54

Community Shores Bank

13.36

5.96

- 55

Mercantile Bank

35.522

15.50

- 56

Macatawa Bank

20.253

8.59

- 58

Independent Bank

25.29

9.50

- 62

1 Price adjusted for a 10% stock dividend on May 11.
2 Price adjusted for a 5% stock dividend on April 19.
3 Price adjusted for a 5% stock dividend on May 9.
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